Comment Two

Condition

Criteria

Canse

Effeet

Reecommendation

Beneficiary Response

Offering Tolt Limitation Services--Section 34.401(a)(3) Noncompliance

According to an AT&T officizl, when subscnbers are enrolling in the
Lifelme program, service representalives do not brng up and offer toll
limitaion service. The service representatives sign subscribers up for toll
limitation service only i’ the subscribers ask. In addition, Nevada Bell's
advertising provided for this audil did not mention 101} limitstion service.

Secion 54.401(a)3) of 47 CFR ol the Federal Commumcations
Commission’s Rules and Regulavons and Relaled Orders requires ihat
caimiers offer toll hmitation to all qualifying low-incomne consumecrs at the
time they subscnbe o Lifeline service, If 1the consumer elects o recesve
toll limitation, thar serviee shall become pan of 1that consumer's Lifeline
service, AT&T management asserted, by letter dated March 3, 2007 hat it
allows cligible consumers to voluntarity subscribe 1o 101l blocking or toll
restriction at no cost.

Nevada Bell daes not have a policy or procedures in place instnicting
service representatives to inform Lifeline applicants abaut the availabslity
of 1oll himitation service and offer this service at (he time the applicants
subscribe to Lifeline.

Qualifying low-income consumers may not know that 1ol limitation
service is available at the time they subscribe to Lifeline. Some consumers
who do not receive toll limilation service nlay have elected to do so{ they
had been informed of and offered 1this service.

We recommend that Nevada Bell develop a policy and procedures
instructing service Tepresentalives to inform Lifeline applicants aboul the
availability of toll limitation service and offer this service at the lime
applicants subscribe to Lifeline.

Nevada Bell service representatives understand that Lifeline customers
may receive toll restoction. Nevada Bell is reviewing all disclosures and
methods documems W ensure information about free toll resiriction i3
adequately covered. Nevada Bell will review disclosure requireinents wilh
all service representatives and ensure that service representatives inform
customers inquiring ahout Lifcline that free foll resiricuon is available to
them. A check-off box requesiing free toll restriction will be added w0
Lifeline applications. Nevada Bell service representalives will intorm
customers that the customer nay check off 1he box requesting Itee wnll
restnction on the apphication they will receive or may call Nevada Bell
after they have been enrolled in Lifeline and request free toll restriction.
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Comment Three

Condition

Criteria

Cause

Effect

Form 497 Lifeline Support—Section 54.403(a) Noncomplianee

According to AT&T officials, in determining the amoumt of lLifeline
support claimed on (he Federal Communications Commission (FCC) Form
497 each month. a count of the number of subseribers in Nevads Bell's
Lifeline Program on a particular day at the end of the month was obtained
from the billing system for reporting on the Form 497. The number of
subscribers was multiplied by the different Lifeline Tier rates 1o determine
ihe amount of Lifeline suppon claimed. No adjustment was made on Line
9 of Form 497 for new subscnbers who juined the Lileline Program upon
approval during the month and subscrihers who left the Lifeline Program
during the month; although 1hese subscribers were given partial (i.e., pro
rata} discounts on their telephone bills for that month.

According 10 Section 34.403(a) (2}, (3), and (4) of 47 C.¥.R of the FCC
Rules and Regulatons, Tier Two, Tier Three, and Tier Four f{ederal
Lifeline support amount will be made available to the elipible
telecommunications carmier if that carrier cenifies to the Universal Service
Administrative Comipany Administrator that it will pass through the full
amount of Tier Two, Tier Three, and Tier Four suppont to its qualifying
Jlow-income consumers. According to the instructions for completing Form
497, Line 9 on the form is for clarming the partial or pro rata amount for all
partial or pro-rated subscribers. According to the instructions, this amount
may be positive or negative depending on whether there are more new
subscribers being added part way tirough a month or more subscribers
disconnecting during the reporied menth. Page 2 of Form 4%7 requires the
signature of an officer or employee of the company certifying that the
company will pass through the full amount of all Tier Two, Tier Three, and
Tier Four lederal Lileline supporl [or which the company secks
reimbursement, as well as applicable intrastate Lifeline support, to all
qualifying low-income subscribers by an equivalent reduction in the
subscriber’s monthly bill for local telephone service.

In determining the amount of Lileline support claimed on the Form 497
gach month, Nevada Bell did not take into account the partial (i.e., pro rata)
Lifeline discounts given to subscribers who entered or left the Lifeline
program some time during the month.  According 10 AT&T officials, the
approach used to determine the amount of Lifeline support claimed on the
Form 497 “comes oul in the wash” over time because some Lifeline
subscribers come and go ach month.

The amount of Lifeline support claimed on the Form 497 for each month
may not equat the acrual Lifeline discounts passed on to subscribers for that
same month, depending on (1) whether there were more new subscribers
added to the Lifeline Program parnt way threugh the month or more
subsenbers who left the Program during the month and (2) the days of the
month (hat subseribers were added to and left the program, which
deternunes iheir pro rara discounts.
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Reecommendation

Beneficiary Response

We recomunend that Nevada Bell 1ake into account the partial (ie., pro
rata) Lifeline discounts given 1o subscribers whoe emicred and left the

Lifeline program when determining the amount of Lifeline suppont claimed
on the FCC Form 497 each month.

The Company disagrees with the auditor’s premise that the Caminission’s
existing rules and the current FCC Form 497 and instructions require an
ETC secking reimbursement for Lifeline discounts (o repon separately
lifeline subseribers that were added to and/or drepped from the Lifeline
program during any given month, rather than simiply reporting the total
number of current Lifeline subscrbers 4s of a particular date at the end of
the month.  The Company notes in this regard that, in 2004, (he
Commission proposed to amend Form 497 1o adopt such a requirement, but
ultimately did not do so. Specifically, in September 2004, the Commission
issued a public nolice anneuncing that, beginning Oclober 15, 2004, ETCs
seeking reimbursement for Lifeline support would be required 1o use the
revised form, which required ETCs separately 1o report the number of
subscribers receiving such support for the whole month and the number of
subscribers receiving such support for only a part of the month (as well as
the wotal service days for such subsembers). See Wireline Compatition
Bureau Announces Effective Dawe of Revised Forin 497 (sed 1o File Low
Tneome Claims with USAC, WC Docket Ne. (03-109, Public Notice, DA 04-
3016 (rel. Sept. 27, 2004). Following this announcement, represenatives
of the Company and other ETCs met with Commission Swaff 10 urge the
Commission not lo adopt the new form and require ETCs 10 break out and
report separdtely the number of low-income subscribers receiving Lifeline
suppott for only part of a menth because those carriers dud not have
systems in place to scparately track such subscribers and calculate pro-
rated support. In response, the Commission delayed, and later suspended
indefinitely, adoption of the new form. See Wireline Competition Bureau
Announces Delayed Effective Date for Revised Form 497 Used for Low-
Income Universal Service Support, WC Docket Na, 03-109, Public Notice,
DA 04-3188 {rel. Qct. 4, 2004) {delaying the effeclive date of the new form
unul April 15, 2005); Wireline Competition Bureau Announces Deluyed
Lffective Date for Revised Form 497 Used for Low-Income Universal
Service Support Until Further Notce, WC Docket No. 03-109, Public
Notice, DA 05-604 (Mar. 4, 2005) (delaying the cffective date until further
notice). Plainly, if the Commission had intended to require, rather than
permit, ETCs to seck pro-rated suppont for Lifcline subscribers who take
service for only a part of a month, it would have adopted the new form -
the fact that it did not do so establishes that there currently 15 no
requiresment that camriers separately repont and seck pro-rated support for
such customers.

The language of the instruchions w the current form is not 10 the contrary.
In particular, the instructions far Line 9, which the audutors cite as support
tor the purported requirement that ETCs separately report pantial-month
subscribers, state only that ETC’s should use Line 9 “if™ they are claiming
partia} or pro-ratd dotlars: “If claiming partial or pro-rata dollars, check
hox on line 9. Likewise, Tine 9 on the actual form iselt provides:
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Auditor Response

“Check box to the tight if partials or pro rara amounts are used.”
(IImphasis added.) The instructions and form thus simply idennfy where

on the form a carrier should report partial-month subscriber data 1l the
carrier is able 1o and chooses to do so.

According to USAC, The carrier should only be claiming suppon equal to

the amount they are passing 1o its subscribers and should only be giving
support 10 subscribers for the tme they are actually receiving the discount,
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USAC Management Response
Date: June 28, 2007

Subject: IPIA (Improper Payment Improvement Act) Audit of the Low Income
Program of Nevada Bell Telephone Company (L|-2006-201)

USAC management has reviewed the IPIA Audit of Nevada Bell Telephone
Company (55173). The audit firm TCBA has issued a qualified audit report. Our
response to the auditis as follows:

Condition #1 L1-2008-201:

For this audit, Nevada Bell did not provide documentation supporting the
incremental cost of providing toll limitation services (TLS) as claimed on Form
497 for the sample months of October 2004 and April 2005, A rate of $3.56 for
TLS nonrecurring costs was claimed for each of 331 subscribers for whom TLS
was inkiated in October 2004 {the total claimed was $1,178) and 357 subscribers
for whetn TLS was initiated in April 2005 (the totat claimed was $1,271).

Management Response:
USAC concurs with the comment, effect and recommendation in the Opinion.

Condition #2 LI-2006-201:

According to an AT&T official, when subscribers are enrolling in the Lifeline
program, service representatives do not bring up and offer tell limitation service.
The service representatives sign subscribers up for toll limitation service only if

the subscribers ask. In addition, Nevada Bell's advertising provided for this audit
cid nol mention toll limitation service.

Management Response:
Eligible telecommunications carriers are required to advertise all services

supported under 47 C.F.R. § 54.101(a)'. USAC concurs with the comment,
effect and recommendation in the Opinion.

Condition #3 [ 1-2006-201: ‘

According to AT&T officials, in determining the amount of Lifeline support
claimed on the Federal Communications Commission (FCC) Form 497 each
month. a count of the number of subscribers in Nevada Bell's Lifeline Program on
a particular day at the end of the month was obtained from the billing system for

T4 L § 54 201(0)2)
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reporting on the Form 497. The number of subscribers was multiplied by the
different Lifeline Tier rates to determine the amount of Lifeline suppart claimed.
No adjustment was made on Line 8 of Form 497 for new subscribers who joined
the Lifeline Program upon approval during the month and subscribers who left
the Lifeline Program during the month; although these subscribers were given
partial {i.e.. pro rata) discounts on their telephone bills for that month.

Management Response:
USAC concurs with the comment, effect and recommendation in the
Management Letter. Line 9 (pro-rata support) of FCC Form 497 should be used
by carriers to adjust their support claim if they lose or gain Lifeline subscribers
throughout the month. A carrier is not entitled to be reimbursed for a full month
of support for a subscriber that began Lifeline service mid-month?. The
instructions to Line § of FCC Form 497 include the word "if° because pro-rating is
not mandatory unless a company has Lifeline customers who started or

. terminated Lifeline support mid-month. A company might have months in which
it neither lost nor gained Lifeline customers. In those instances, the company
would riot pro-rate Lifeline support. Accordingly, the instructions to FCC Form
497 include the permissive "if" because companies that have maintained the

same number of Lifeline subscribers throughout a month will not have to pro-rate
their Lifeline support.

The FCC had considered adopting a complicated formula for calculating pro-rata
support, but the OMB-approved version of the form that contained this formula
was not implemented. The FCC has not, however, adopted a policy that allows
companies to assume that added and deleted Lifeline accounts “come out in the
wash” each month; line 8 of FCC Form 487 is designed to capture pro-rated
amounis. A carrier has a responsibility to maintain accurate records of the
revenue it forgoes in providing the Lifeline discounts”.

This concludes the USAC management response to the audit.

T Soe 4T COFLR E S4.407a). Universal service support fir providing Lifetine shall be provided directh 10
the eligihle reiecommunications carrier. based on the number of qualifying low-income consumers it
serves. under administrative procedures deteimined by the Administritor.
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USAC B

Universal Service Administrative Company ngh Cost & Low Income Division

Via Certified Mail Retum Receipt Requested

February 13, 2009

Cathy Carpino

ATS&T Services, Inc.
1120 20™ Street, NW
Suite 1000
Washington, DC 20036

RE: Recovery for TLS Audit Finding for PacBell Telephone Company
' Dear Ms. Carpino:

As you are aware, the auditors who conducted the audit of PacBell Telephone
Company {(SAC 545170) on behaif of the Federal Communications Commission
(FCC) found an instance of non-compliance with the FCC's rutes governing the

Low income universal service program. A copy of the final audit report is
attached for your reference.

The auditors found that PacBell did not maintain records to document the
company'’s incremental cost of providing Toll Limitation Service (TLS) to its
Lifeline customers during the months audited (February 2005 and May 2005).
Specifically, the auditors found that PacBell did not have documentation to
support the weighted average rate of $4.24 claimed for 59,607 subscribers in
February 2005 and the weighted average rate of $4.26 for 55,350 subscribers in

May 2005. The total amount of TLS support claimed for these months was
$488,930.00.

On June 24, 2008, USAC sent a letter to PacBell requesting that the company
submit documentation to substantiate the rates claimed for TLS support for
February 2005 and May 2005. In response, the company submitted
documentation of PacBell's recurring TLS unit cost of $0.40, which was part of a
1995 filing with the California Public Service Commission, and non-recurring TLS
unit cost of $6.74, which was approved by the California PSC in 1997. USAC
management has concluded that the documentation submitted by PacBell does
not support the TLS rates claimed by the company for the months audited.
Because the company cannot provide documentation that substantiates the costs
associated with the specific rates claimed during 2005, USAC will recover the
TLS support provided during February 2005 and May 2005.

2000 L Street, NW.  Suite 200  Washington, DC 20036 WVoice 202.776.0200 Fax 202.776 0080 www.usac.org



In sum, USAC will recover $488,930.00 in overpayments from PacBell's April
2009 tow income support payment, which will be disbursed at the end of May
2009. If this amount exceeds the amount of support due to PacBell, USAC will
continue recovering the overpayment amount against subsequent months’
support disbursements until all recoveries are complete. in the event PacBell

becomes no longer eligible to receive Low Income support, USAC will issue an
invoice for the balance owed.

If you wish to appeal this decision to the FCC, the appeal must be filed within 60 days
of the date of this letter. Additional information about the appeals process may be
found on USAC's web site at www.universalservice.org/lifaboutfiling-appeals.

Sincerely,

“USAC

Enclosure




B THOMPSON, COBB, BAZILIO & ASSOCIATES, PC
Cerrified Public Accountants and Management, Systems, and Financial Consultunts

B “an Oifce:
JIGL [Sh Sieeel NW
Suite 3W

O Regional Otlice

3 Reygional Oftics.
100 Pearl Street

21250 Hawthorne Bowde vard

3 14th Floor Suile $00
Washiagien, DC 280058 Hartford, CT Ca 103 Tormince, Ca 90303
(202 M0G0 (860) 240-2246 1310) 782-7003
1202} 737-2089 Fax (REDY 279-A504 Fax (30 192.7004 Fax

Independent Accountant's Report
L1-2006-204

Pacific Bell
525 Market Streer, 19 Floor #21
San Francisco, CA 94103

Universal Service Administrative Company
2000°L Sireet, N.W.

Suite 200

Washington, D.C. 20036

Attn: Intemal-Audit

Federal Communications Comrmission;
445 12th Street SW

Washington, DC 20554

Attn: Inspector General

We have examined management's assertions included in their letter dated March 3, 2007,
{Attachment 1) that Pacific Bell {Study Area Code 545170) complied with the applicable
program requirements of 47 CFR Sevtion 54 of the Federal Communications
Commission’s Rules and Regulations and Related Qrders identified in Attachiment 2,
relative (o disbursements of $214,080,724.00 for Low Income Program Support services
made frem the Universal Service Fund during the fiscal year ended September 30, 2005,
Pacific Bell's management is responsible for compliance with those requirements, Owr
responsibility is to express an opinion on management's assertions about Pacific Bell's
compliance based on our exantination.

Our exarnination was conducted in accordance with attestation standards established by the
American Institute of Certified Public Accountants and the standards applicable to
attestation engagements contained in Governmen! Auditing Standards issued by the
Comptreller General of the United States and, accordingly, included examining, on a test
basis, evidence about Pacific Bell's compliance with those requirements and performing
such other procedures as we considered necessary in the ¢ircumstances. We behigve that
our examination provides a reasonable basis for our opinion. Our examination docs not
provide a legal determinaiion on Pacific Bell’s compliance with specified requirements.

A Profestional Cenparehon
WHWLC com



In corducting our examination we found a2 materiai deviation [rom program reguirements
of 47 CF.R Section 54 of the Federal Communications Commission's Rules and
Regulations and Related Orders. We could not determine whether the total toll limitation
services amounts claimed on Form 497 for the sample months of February 2005 and May
2005 were accurate because Pacific Bell did not have documentation supporting the
incremental cost of providing toll limitation services. This is a violation of 47 C.F.R.
§54.417(n) recordkeeping requirements. Detailed informnation relative to this instance of
material noncompliance is described in Attachment 3.

[n our opinion, except for the material deviation from the criteria deseribed m the preceding
paragraph, management’s assertions that Pacific Bell complied with the aforementioned
requirements relative to disbursements of $214,080,724.00 for low income support services
made from the Universal Service Fund for the year ended September 30, 2005, are fairly
stated, in all malterial respects.

In addition, and in accardance with Government Auditing Standards, we noted an instance
of immaterial noncompliance that we have reported o Pacific Bell in a separate letter dated
April 5, 2007,

This repert is intended solely for the information and use of Pacific Bell, the Federal
Communications Commission of the United States of America and the Universal Service

Administrative Company and is not intended to be and should not be used by anyone other
than these specified parties.

Washingtan, DC %W) M ‘ gaggﬁu .‘! /&4&41, P(’

April 5, 2007
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Atinchment |

AT&T Assertioa Letter for Study Area Codes
SISITU (Pucific UBell], 445216 {Svuthwestern Dell - Texas), J25080 (Indiana Bell), 415213
{Sowthweslern Urll - Kansas), 435115 {(Southwestern Bell - Olahoma) and 555173 (Nevada Belh)

Report of Managewent on Compliance wilh Applicable Requiresnents of 47 C.F.R. Keetinn 54 of the
Fedaral Cammunlcations Cemmlssion’s Rele, Regubations and Relnted Orders

Managemcat ol ATR s responsible for ensaring What the carries is in complianee with applicable
1egquirements of the Fedezal Comeemicanons Commussion (FCCY miles ar A7 CF.R, §§ 53,101, 34 201 -
S 204, and 30,400 -« 54407 as well as related FCC Qrders.

Management has perinemed an evaluativn of 1he cammier’s campiante with the applicable requircinents ol
FOCralesat a7 CF R 8§ 54,101, 54,201 - 34,209, and $4 400 -- 54.317 and relatest FCC Qrders with
1espect 1o providmg discounn 1 chipble luw income consumen and seeking renntussenen from the
Litaversas Service Vund [USF) duning the year ended Seprember 20, 2005,

AT&T makes the fulluwing sssertions with revpect e Low Income Program reltubursetnents received
from the USF for Study Area Codes lisied ahove for year ended September 39, 2005:

A, Camer Elbility - AT&T asserts tran i

Lo s an efyble wlecommumyativas sarmer (ETC) that provides the services that an ehigible carue
nwst after ta receive federal universa) service support {See the anaclhied documenisforders
showing ETC status fur vach of the six states.)

2 makes avaiiable Lifelaie servive, m delined i 54,401, to qualifying low. income consuncrs.

B.  Adverusing Supporiau Nervaves, AT& T asseris thal o puhboizes tie avadability of soppoited services 1o

3 muanner reasonably designed Lo reach hose Dikely to qualtity for Lifeline sed Toll Lamitauan Suppon
wervices.

¢ Rale verification  A'V& ) asserts that n:

1 prevides discounts 1o qualifying subserivers Jor |fciine s¢nace!

1 Trer 1: Avadable 1o a1l vlignble Lifeline subsenbers cqual 16 the Incumbent Local
Exchange Carrier's (L8] aciaal federal tanifTed subscnber ine chasge.

i Tier 2: 31.28 pec isonth avarlable so qualitied low. income coosumess, if the carmer
reverved any nuni-federal appoas als necessury 1w 1opieinent the regquared rate reduction
and passes threugh the Tull armuunt ot Twer 2 suppunt Lo the Gualilyug low-weome
carsumer

e Cvier X anaddwonal smount of federal Lieline yupport cqual 10 onc-half the amount
vl any State mamdated Lilchine support, or ang hall of any Lilcline suppont pravided
by the Seevice Provider, op to a raximm of 31,73 per manth.

:-. Tret 4 Adduwonal tedera! Lifehne support of up e 325 per manth o eligitle residents
cf tribal lands, as delined i1 § 54.400 (c), a¢ ony us the ampunt dovs not bring the
baswe lowal fesidential me belaw S 1 per i per gualdyulg ewsuwomie subscisher,

T

pros des diseounts o qualitymy sulseribers lot Ling Up service

———y
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Altachiment 2

Federal Communieations Commission®s 47 C.F.R. Part 54 Rules and Related Orders with
which Compliance was Examined

Carrier Elipibility:
Section 34.101 (a)
Seelion 54,201 (a)

Section 54.405 (a)

Adverfising Supported Services:
Section 54.201 (d) (2)

Seclion 34.405

Rate Verification:
Section 54.101 (9)
Scetion 54401 {c)
Section 54.403 (a) (1)
Yection 52.403 (a) (2)
Secrion 34.403 (a) (3)
Section 54,403 (z) (4)
Secton 54.403 {(c)
Section 54.407
Section 54.411 (a) (1)
Section 54.411 (a) (3)
Scetion 54.417 (a)

Federal-State Board on Universal Service, CC Docket No. 96-45, Report and Order, 12 FCC Red
8776, 79 385-389 (1997))

Consumer Qualifications:
Section 54.410
Submizsion of FCC Form 497:

Section 54.407
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Attachment 3

Commenl

Condition

Criteria

Cause

Effect

Reeommendation

Beneflclury Response

Tol Limitatlon Services Cast—8ection 54.417(a) Noncompliance

For this audit, Pacific Bell did not provide documentation supporting the
incremental cost of providing toll limitation services (TL3) as claimed on
Form 497 for the sample months of February 2005 and May 2005—rates of
$0.0356592 for recurring costs and $4.07376 for nonrecurming costs, A
weighted average rate of $4.24 was claimed for each of 59,607 subscribers
for whom TLS was initiated in February 2005 (the total claimed was
$252,892), and a weighled average rate of $4.26 was claimed for each of
55,350 subscribers for whom TLS was initiated in April 2005 (the 1ol
claimed was $236,038).

Section 54.417(a) of 47 C.F.R of the Federal Communications
Commission’s (FCC) Rules and Regulations and Related Orders requires
that eligible telecommunieations carriers musl maintsin  records to
document compliance with all Commission and state requirements
govemning the Lifetine/Link Up programs for three full preceding calendar

years and provide that documentation to the Commission or USAC
Administrator upon request.

According to Pacific Bell, documentation {e.g., a cost study) supporting the
rates of $0.0356592 and $4.07376 for recurring and nonrecurring costs of
TLS claimed on Form 497 for February 2005 and May 2005 was not
available.

We could not determine whbether the total TLS dollars claimed on Form
497 for the sample months of February 2005 and May 2005 were accuraie,

We recommend that Pacific Bell lake steps to ensure that all records,
including documentation supporting the incremental cost of providing TLS,
needed to document compliance with all Commission and  state
requirements governing the Lifeline/Link Up programs are maintained for
Uwee full preceding calendar years and provided lo the Fedenal
Communications Commission or the Universal Service Administrative
Company Administrator upon request.

The TLS mates claimed on the Form 497 for February 2005 and May 2005
were based on previously completed cost studies, the dertails of which could
not currently be lacated, [n 2005, Pacific Bell updated its cost studies for
the ineremental cost of providing toll limitation services and began using
the updated rates on the Form 497 effective in January 2006. The new
rates of $0.40 and $6.74 are higher than the rates claimed for February
2005 and May 2005 of $0.0356592 for recurring costs and $4.07376 for
nonrecurring costs. Had the updated smudv results been used for the
aforementioned months, the TLS dollars claimed would have heen $517k
higher.
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USAC Management Response
Date: July 2, 2007

Subject: IPIA (Improper Payment Improvement Act) Audit of the Low income
Program of Pacific Bell Telephone Company (LI-2006-204)

USAC management has reviewed the IPIA Audit of Pacific Bell Telephone
Company (545170). The audit firm TCBA has issued a qualified audit report and
a management letter. Our response to the audit is as follows:

Condition 1 L{-2006-204 Opinion:

For this audit, Pacific Bell did not provide documentation supporting the
incremental cost of providing toll limitation services (TLS) as claimed on Form
4597 for the sample months of February 2005 and May 2005—rates of
$0.0356592 for recurring costs and $4.07 376 for nonrecurring costs. A weighted
average rate of $4.24 was claimed for each of 59,607 subscribers for wnom TLS
was initiated in February 2005 (the total claimed was $252,892), and a weighted
averaga rate of $4.26 was claimed for each of 55,350 subscribers for whom TLS
was initiated in April 2005 (tne total claimed was $236,038).

Managament Response:
USAC zoncurs with the comment, effect and recommendation in the Opinion.

This cencludes the USAC management response to the audit.
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%"‘-;‘_1 Pameia Gallant
Director. Low Income Program

Universal Service Administrative Company ngh Cost & Low Income Division

Via Certified Mail Retum Receipt Requested

June 24, 2008

Steven Ellis

Nevada Bell Telephone Company
2600 Camino Ramon

35250EE

San Ramon, CA 94583

RE: Low Income Audit Results
Dear Mr. Ellis;

As you are aware, the auditors who conducted the recent audit of Nevada Bell
Telephone Company (SAC 555173) on behalf of the Federal Communications
Commission (FCC) found an instance of non-compliance with the FCC’s rules
governing the Low Income universal service program. USAC's management
response to the auditors’ report is attached for your reference.

The auditors found that Nevada Bell did not maintain records to document the
company's incremental cost of providing Toll Limitation Service (TLS) to its
Lifeline customers during the months audited (October 2004 and Aprit 2005).
Specifically, the auditors found that Nevada Bell did not have documentation to
support the rate of $3.56 claimed for 331 subscribers in October 2004 and for
357 subscribers in April 2005. The total amount of TLS support claimed for these
months was $2,448.00.

USAC requests that Nevada Bell submit documentation, based on its 2004 and
2005 costs, that supports the TLS support claims examined in the audit report.
The documentation need not be in the form of a cost study, but it must clearly
demonstrate the costs incurred by Nevada Bell in 2004 and 2005 for providing
TLS at the rate noted above.

2000 L Street, NW.  Suite 200 ‘Washington, OC 20036 Voice 202.776.0200 Fax 202.776.0080 www.usac.org



Please send this supporting documentation to my attention no later than July 28,
2008. USAC will recover the $2,449.00 in TLS support paid in October 2004 and
April 2005 if the company cannot provide adequate documentation of its costs.

Sincerely,

amela Gallant

Enclosure
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USAC ~

Universal Service Administrative Company

USAC Management Response

Date: June 28, 2007

Subject: IPIA (Improper Payment Improvement Act) Audit of the Low income
Program of Nevada Bell Telephone Company (L{-2006-201)

USAC management has reviewed the IPIA Audit of Nevada Bell Telephone
Company (55173). The audit firm TCBA has issued a qualified audit report. Our
response to the audit is as follows:

Condition #1 LI-2006-201:

For this audit, Nevada Bell did not provide documentation supporting the
incremental cost of providing toll limitation services (TLS) as claimed on Form
497 for the sample months of October 2004 and April 2005. A rate of $3.66 for
TLS nonrecurring costs was claimed for each of 331 subscribers for whom TLS
was initiated in October 2004 (the total claimed was $1,178) and 357 subscribers
for whom TI_S was initiated in April 2005 (the total claimed was $1,271).

Management Response:
USAC concurs with the comment, effect and recommendation in the Opinion.

Condition #2 LI-2006-201:

According to an AT&T official, when subscribers are enrolling in the Lifeline
program, service representatives do not bring up and offer toll limitation service.
The service representatives sign subscribers up for toll limitation service only if
the subscribers ask. In addition, Nevada Bell's advertising provided for this audit
did not mention toli limitation service.

Management Response:

Eligible telecommunications carriers are required to advertise all services
supported under 47 C.F.R. § 54.101(a)’. USAC concurs with the comment,
effect and recommendation in the Opinion.

Condition #3 LI-2006-201:

According to AT&T officials, in determining the amount of Lifeline support
claimed on the Federal Communications Commission (FCC) Form 497 each
month, a count of the number of subscribers in Nevada Bell's Lifeline Program on
a particular day at the end of the month was obtained from the billing system for

147 CF.R. § 54.201(d)(2)
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reporting on the Form 487. The number of subscribers was multipiied by the
different Lifeline Tier rates to determine the amount of Lifeline support claimed.
No adjustment was made on Line 9 of Form 497 for new subscribers who joined
the Lifeline Program upon approval during the month and subscribers who left
the Lifeline Program during the month; although these subscribers were given
partial (i.e., pro rata) discounts on their telephone bills for that month.

Management Response:

USAC concurs with the comment, effect and recommendation in the
Management Letter. Line 9 {pro-rata support) of FCC Form 497 should be used
by carriers to adjust their support claim if they lose or gain Lifeline subscribers
throughout the month. A carrier is not entitled to be reimbursed for a full month
of support for a subscriber that began Lifeline service mid-month®. The
instructions to Line 8 of FCC Form 497 include the word "if* because pro-rating is
not mandatory unless a company has Lifeline customers who started or
terminated Lifeline support mid-month. A company might have months in which
it neither lost nor gained Lifeline customers. In those instances, the company
would not pro-rate Lifeline support. Accordingly, the instructions to FCC Form
497 include the permissive "if’ because companies that have maintained the
same number of Lifeline subscribers throughout a month will not have to pro-rate
their Lifeline support.

The FCC had considered adopting a complicated formuia for calculating pro-rata
support, but the OMB-approved version of the form that contained this formula
was not implemented. The FCC has not, however, adopted a policy that allows
companies to assume that added and deleted Lifeline accounts “come out in the
wash” each month; line 9 of FCC Form 497 is designed to capture pro-rated
amounts. A carrier has a responsibility to maintain accurate records of the
revenue it forgoes in providing the Lifeline discounts®.

This concludes the USAC management response to the audit.

2 See 47 C.F.R § 54.407(a). Universal service support for providing Lifeline shail be provided directly to
the eligible telecommunications carriet, based on the number of qualifying low-income consumers it
serves, under administrative procedures determined by the Administrator.

? See 47 C.F.R § 54.407{c).
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Pameia Gallant
Director, Low Income Program

USAC

Universal Service Administrative Company ngh Cost & Low Income Division

Via Cerlified Mail Relum Receipt Requested

June 24, 2008

Steven Ellis

Pacific Bell Telephone Company
2600 Camino Ramon

3S250EE

San Ramon, CA 94583

RE: Low Income Audit Results
Dear Mr. Eliis:

As you are aware, the auditors who conducted the recent audit of Pacific Bell
Telephone Company (SAC 545170) on behailf of the Federal Communications
Commissior (FCC) found an instance of non-compliance with the FCC’s rules
governing the Low income universal service program. USAC’s management
response to the auditors’ report is attached for your reference.

The auditors found that Pacific Bell did not maintain records to document the
company’s incremental cost of providing Toll Limitation Service (TLS) to its
Lifeline customers during the months audited (February 2005 and May 2005).
Specifically, the auditors found that Pacific Bell did not have documentation to
support the weighted average of $4.24 claimed for 59,607 subscribers in
February 2005 and the weighted average of $4.26 claimed for 55,350
subscribers in May 2005 (rates of $0.0356592 for recurring costs and $4.07376
for non-recurring costs). The total amount of TLS support claimed for these
months was $488,930.00.

USAC requests that Pacific Bell submit documentation, based on its 2005 costs,
that supports the TLS support claims examined in the audit report. The
documentation need not be in the form of a cost study, but it must clearly
demonstrate the costs incurred by Pacific Bell in 2005 for providing TLS at the
rates noted above.
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Please send this supporting documentation to my attention no later than July 28,
2008. USAC will recover the $488,930.00 in TLS support paid in February 2005
and May 2005 if the company cannot provide adequate documentation of its
costs. .

incerely,

|

Pamela™Gallant

Enclosure



Universal Service Administrative Company

USAC Management Response

Date: July 2, 2007

Subject: IPIA (Improper Payment Improvement Act) Audit of the Low Income
Program of Pacific Bell Telephone Company (LI-2006-204)

USAC management has reviewed the |PIA Audit of Pacific Bell Telephone
Company (545170). The audit firm TCBA has issued a qualified audit report and
a management letter. Our response to the audit is as follows:

Condition 1 LI-2006-204 Opinion:

For this audit, Pacific Bell did not provide documentation supporting the
incremental cost of providing toll limitation services (TLS) as claimed on Form
497 for the sample months of February 2005 and May 2005—rates of
$0.0356592 for recurring costs and $4.07376 for nonrecurring costs. A weighted
average rate of $4.24 was claimed for each of 59,607 subscribers for whom TLS
was initiated in February 2005 (the total claimed was $252,892), and a weighted
average rate of $4.26 was claimed for each of 55,350 subscribers for whom TLS
was initiated in April 2005 (the total claimed was $236,038).

Management Response:
USAC concurs with the comment, effect and recommendation in the Opinion.

This concludes the USAC management response to the audit.
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USAC

Umvusnl Service Administralive Campany

USAC Management Response

Date: July 2, 2007

Subject; IPIA (Improper Payment Improvement Act) Audit of the Low Income
Program of Pacific Bell Telephone Company (LI-2006-204)

USAC management has reviewed the IPIA Audit of Pacific Bell Telephone
Company (£45170). The audit firm TCBA has issued a qualified audit report and
a management letter. Our response to the audit is as follows:

Condition 1 LI-2006-204 Management Letter:

Pacific Bell provided electronic subscriber listings of Low Income Program
subscribers for which support was claimed on Federal Communications
Commission (FCC) Form 497 for our sample months of February 2005 and May
2005. While: the Lifeline Tier 1, Tier 2, and Tier 3 subscriber counts on the
electronic listings agree with the counts on the Forms 497 for both months, there
are 183,539 subscriber records (95,224 in February 2005 and 88,315 in May
2005) with blank fields for the subscribers’ names, addresses, cities, and
states—the only identifier is the subscribers’ telephone numbers. In addition,
while the differences are small, the electronic listings do not agree with the Form
497 and supporting summary documents for the number of Tribal subscribers
(Tier 4) in February 2005, and the number of subscribers for who toll limitation
services (TLS) were initiated in February 2005. The electronic listings show 22
Tier 4 and 53,464 TLS subscribers, while the Form 497 and supporting summary
documents show 21 Tier 4 and §9,607 TLS subscribers in February 2005.

Management Response:

A carrier is required to maintain accurate records of the revenues it forgoes in
' providing Low Income support.’ As the auditors note, however, the

Commission's rules do not specify the specific type of records a carrier must

maintain in order to substantiate its support claims. For this reason, USAC

concurs with the comment, effect and recommendation in the Management

Letter.

This concludes the USAC management response to the audit.

I See 47 C.F.R § 54.407(c)
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